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-Short-run contingency plans

-Oil  import reductions through conservation and increased
domestic supplies

-RAD and related activities that reduce lead times and the uncer-
tainty associated with alternative sources of energy and conser-
vation.

-Increased and diversified foreign supplies.

These categories are used to present and evaluate policies and
programs in the sections for each of the energy areas.    Each of these
categories applies equally to conservation (energy efficiency) and
energy production.   This evaluation is made in light of other govern-
ment objectives in areas closely related to energy.    Those areas are
equity, competition, and environment.   The principal criterion for
government action is whether the nation can obtain greater benefits
if the government takes one action rather than another or no action at
aTl.

B.    NATURE OF THE ENERGY PROBLEM

The energy problem is both international and domestic in nature.
For the next two to three decades, the source of the energy
problem will be the fact that a large amount of low-cost oil  is under
the control of a few producing countries in the Middle East.    The
tremendous power these OPEC countries hold over the oil market
and the political instability endemic to the Persian Gulf region
make energy a major concern for the U.S. and its allies.    The inter-
national nature of the energy problem can be divided into three
components:

-Wealth transfers to oil producing states as a result of
high and increasing oil prices caused by OPEC market power

-Vulnerability to supply disruptions, including embargoes,
that manifest themselves in sudden and large increases in
oil prices

-Uncertainty about the long-run price and availability of oil
from the Persian Gulf.

Each of these components of the energy problem stem in part from
the inability of the energy market to adjust quickly to changing
circumstances.   Both energy supply and demand are relatively
capital intensive.   Much of the existing capital stock has a
long lifetime, and new investments have long lead times.    The
resulting slow adjustment of the energy market to price changes    :
gives OPEC additional market power and makes the oil market
especially vulnerable to supply disruptions.    Uncertainty about
the rate of adjustment generates great uncertainty about the
long-run price of oil.    In the past, the slow-to-adjust world oil
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ble private investment.    In particular, this
